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EDITORIAL
It is probable that when the accounts of
corporations in certain industries are
published there will be substantial re
ductions in inventory valuations and in some cases the position of
companies will indicate a wide variance between the conditions of
1930 and 1931. Some concrete cases have been brought to atten
tion already. Perhaps there was too much optimism at the close
of 1930 and too much pessimism at the close of 1931, and it is
possible that there will be criticism of the accounts of corporations
which reflect such excessive opinions. This is a difficult matter
and has been distressing many accountants. It is true that the
accountant must be an absolutely impartial spectator and his
opinions must be expressed whether the heavens fall or not, but
sometimes extraordinary conditions must receive consideration,
although they should not be allowed to influence the statement
of cold fact. The accountant in such circumstances is in very
much the same position as the supreme court of the United States
when it is called upon to adjudicate a cause which will have a
bearing upon the entire future of the body politic. In cases of
that kind it is well known that the members of the supreme court
regard not only the questions of fact and law presented to them
but also the effect which they believe will follow their dicta.
For example, it is commonly said, though of course no one knows
whether the statement is true or false, that some of the decisions
dealing with the 18th amendment of the constitution and the
enforcement laws enacted under that amendment have been
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considered by the court in the light of expediency as well as in
the light of jurisprudence. No one has strenuously opposed the
supreme court’s determination to consider all the circumstances.
And indeed, it would be rather ridiculous for the supreme tribunal
of the nation to be so "cabin’d, cribb’d, confined” by law and
precedent that it could not hear the sound of the voices in the
street.

In the same way, in such abnormal con
ditions as those which now annoy us, the
accountant who is called in to express an
opinion upon the value and stability of a concern must give some
heed to what is going on outside the immediate range of his pro
fessional duty. This is a subject which it is difficult to discuss
without appearing to advocate a relaxation that would be suicidal
and destructive. Strictly speaking, there can be no trafficking
with proposals that would depart at all from the standards of
absolute probity, but on the other hand there may be a difference
of opinion as to what is continuing truth. In other words, there
may be spasmodic conditions which give an unnecessarily dark
picture but do not last, and if the accountant, in rendering his
opinion of what is the condition of affairs at a given moment, is
convinced that the moment selected is not fairly representative of
any length of time, it seems that he may be pardoned for taking
the longer view—and indeed he may be expected to take the longer
view in justice to all concerned. This should not be reflected
in any certificate, which must, of course, deal with facts unem
bellished, but it seems that it might be permissible for the auditor
of a company to refer indirectly to the peculiarly, and it is hoped
temporarily, debased level of values. At the end of 1930 it was
felt that the worst of the depression was over, many inventories
of goods and securities were not written down as they might have
been and accountants in some cases were lenient and permitted
their clients to indulge in a moderate form of optimism. When
1931, however, had wrought its havoc and business at the end
of the year was far worse than it had been at the beginning, it
seemed to be necessary to make complete adjustments in the
cause of truth and professional duty. What happened was
unfortunate because, whereas at the end of 1930 there was a
certain amount of over-estimation, it was followed at the end of
1931 by undue depreciation. People went from one extreme to
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the other and the range of descent between the two was really
greater than the actual decline in values.

We pointed out in a recent issue of this
magazine that there is an inclination to
fix an arbitrary rate of depreciation of
securities and to carry them on the books at a figure twenty-five
per cent below par instead of at the market value of the day of
closing. No one has been harmed by this white lie, because
wherever it is adopted it must be accompanied by a clear ex
planation that it is what it is. Now, in the case of other inven
tories such as commodities, merchandise and the like it seems
that there may be justification for fixing a valuation which is
neither cost nor market but somewhere between the two. At a
time when it is impossible to sell perfectly good and salable stocks
for which there will be demand in the coming months it does not
seem quite fair to insist that they shall be carried at the absurdly
low price which might be realized by forced sale at the moment.
If a concern is insolvent and must liquidate its holdings that is
one thing, and there can be no difference of opinion as to the
proper treatment of inventories in such a case; but where the
concern is not insolvent and is going to continue in business there
may be plausible arguments adduced to justify the selection of
rates of valuation for inventories not approved in ordinary times.
Perhaps the matter can be best expressed by a concrete case.
Let us suppose that a factory producing pressed steel wheel
barrows has an inventory of ten thousand such articles. They
will not deteriorate if properly sheltered, and there is no prospect
of change in style or model, but no contractors are in the market
for wheelbarrows at this moment and if the stock were offered
it would probably be sold at prices far below the cost of manu
facture. Everyone is confident that sooner or later contractors
must be called upon to resume activities in construction, mining,
road-making and the thousand other enterprises in which they
have in the past played a part. When they begin to work, wheel
barrows will be needed, and then the concern which has its stock
on hand will be in a favorable position to make immediate and
profitable sales. It does not seem fair to carry an inventory in
such a case at the potential sales value of the day. Rather
would it be just to fix a value arbitrarily at something which
might be regarded as a mean between today’s market and the
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market of that happier day to which we are all looking forward.
Other kinds of inventories could be mentioned which would not be
so apt for purposes of illustration. For instance, goods which will
perish or seriously depreciate before the resumption of activity
should be carried, however tragic may be the result, at the present
market value.
It is the duty of the accountant, it
A Case for
seems, to determine whether each case
Discretion
that is brought to his attention will
justify any departure from precedent or not. If he feels that the
inventory, when there is a demand for that inventory, will surely
have a greater value than at present, he has at least logic on his
side when he advocates departure from the generally estimable
principle of cost-or-market-whichever-is-lower. When the ques
tion of security valuation was under discussion it was possible
to reach something like definite conclusion, because in the case
of banks, insurance companies, trusts, etc., there is a supervisory
authority which may make rules that will be applied generally.
There is no such jurisdiction of commerce and industry. Each
case will have to be decided upon its own merits and the account
ant will be called upon to exercise a peculiar degree of vision,
wisdom and discretion. It would be very easy to go much too
far along the road of special considerations. Many a man might
feel that he was justified in approving the carrying of inventories
at cost whatever the market might be. That would be wrong
in spirit and effect; but a valuation between the market values at
a time when there is practically no market and the market values
of normal times must be found and adopted; yet with it must
always appear a full explanation of the basis of valuation. This is
not a matter that an accountant can dismiss easily. It will call
for deep thought, a careful weighing of all the factors and a search
ing of one’s conscience, experience and prescience before deter
mining the point at which prices shall be fixed. Meantime it is
well to remember that the tremendous difference between inven
tory valuations of 1930 and the close of 1931 may be a little
misleading. The descent may have been more gradual than it
would appear.
The papers have been filled lately with
Effects of “Short
discussions of the question of short
Selling”
selling on the stock exchanges and
boards of trade throughout the country, and, as usual when so
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controversial a topic is under consideration, there has been some
rather absurd argument. It is not fair to say that the entire
decline of security values is attributable to short sales and bear
activity. On the other hand, it seems equally ridiculous to main
tain that short selling has not had an injurious effect. Not
long ago appeared a statement to the effect that, of the total
volume of sales on the New York stock exchange in the tragic
month of December, seventeen per cent consisted of short sales,
which, as nearly every one knows, are sales of securities which one
does not own but borrows and expects to buy at a price below
the current market. The fortunate bear operator pockets the
difference between the price which he receives and the price
which he ultimately pays. This, of course, is a complete reversal
of the ordinary process of business in which profits are based upon
the difference of what one has paid and now receives. When
ever there is a tumultuous market and things are going to the
devil generally there is a storm of protest on the subject of short
selling and margin trading and the whole scheme of security
marketing is vehemently damned. It is rather a pity that the
subject can not be discussed in a calm, dispassionate way, because
something might be done to mitigate the evil effects of buying
and selling which are purely speculative, particularly where such
transactions are really little better than the gambling in a bucket
shop.
A good many legislators have been
Difficulties of
considering lately the possibility of for
Regulation
bidding short selling and margin trad
ing, but it must be confessed that it is difficult to understand how
these things can be effectively forbidden. For example, how
can a law be enforced which would prevent the borrowing of
money from a bank on collateral security and the investing of
that money in stocks or bonds? That is margin trading, however
one may disguise it. The only difference is that instead of bor
rowing the money from a broker who in turn borrows it from a
bank, one borrows it himself directly from the bank. Laws
can not touch such transactions as these unless they become
intolerably inquisitorial and defy utterly the constitution and the
principles of the bill of rights. In the case of short selling there
may be ways by which the practice can be curtailed to some
extent. It might be made illegal to pay for any stock or bond
before delivery to the buyer and at the same time banks might
165
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be forbidden to lend to concerns which seemed to be engaged in
short selling. It might be provided by law that no one should
lend securities which were to be made the means of a gambling
transaction. These and many other things might be done, but
would they be effective? The stock exchange or board of trade
or whatever may be the institution where trading takes place
can enact rules which will substantially check short sales, and,
because of the close supervision which these organizations can
exercise, they might accomplish much, but it is extremely doubt
ful if any legislative enactment could effect what is desired.
Probably every one will admit that, in
The Lesson Should Not principle, short selling is not desirable,
Be Forgotten
but there are many things which we all
deplore and about which nothing can be done except by individual
adherence to a high code of ethics or behavior. We have seen
the fallacy of attempting to regulate what can not be regulated,
and if laws are enacted for the purpose of preventing short selling
they will probably be ignored by many traders and brokers, and we
shall be compelled to witness another illustration of the folly of
excessive legislation. As we have said, the stock exchange or the
board of trade is the best and only effective governor of trading
activities. Perhaps out of the wrath which has been excited by the
success of bear raiding there will come a crusade for reformation,
but the leaders must be the people who are intimately concerned.
And there is another point to be borne in mind. People who
damn the bears seem to labor under the belief that all those who
have been on the short side of the market for the past two or
three years have profited greatly and evilly. It seems at first
glance that one who was constantly a bear must have made a
good deal of money, but if the rumors about Wall street, for
example, are true nobody has made money and nearly everyone
has lost a substantial portion of his wealth. This anomaly can
not be explained, but it is true that neither bulls nor bears have
profited. Everybody seems to have lost and the pernicious evil
of short selling—and it is a serious evil—has not brought much
lucre into the hands of the malefactors. Now that the market is
gradually advancing we shall probably hear less about short
selling. There will be fewer bears, and everyone longs for an
upward swing, but it would be a pity if the agitation which has
arisen should be allowed to die down simply because the injurious
166
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effects of unrestricted speculation had ceased to be quite so ap
parent as they had been.

For many years the profession of ac
countancy has desired to make its
merits better known to the world at
large. One hears frequently about the woeful obscurity of the
profession in this country, and practitioners are eager to agree
with speakers who assert that something must be done to inform
the public about what the accountant is, what he can do and the
fine standards of qualification which accredited accountants must
meet. But, as a matter of fact, the situation is not nearly so
bad as some people suppose. There is a great deal of recognition
accorded in high places to the importance of the profession.
When the age of accountancy in America is remembered, the
progress that has been made in education of the public may be
considered truly gratifying. The ordinary banker, business man
and lawyer has a rather clear idea of what the accountant can
accomplish and, while that idea may not always be entirely
what the accountant would desire, it usually has some foundation
in experience. That is simply to say that in the end the layman’s
impression of accountancy is governed by his own knowledge of
individual accountants. Magazine articles advocating appoint
ment of accountants as receivers in bankruptcy, for example,
may be helpful to a certain extent, but they will never bring about
substantial reform until accountants find opportunity to display
competence in the capacity of receiver. Bulletins published by
accountants’ societies and distributed among the business men
of the community for the purpose of extolling the accountant and
describing the field of his work have not been wholly effective.
The recipient of a bulletin need not be exceptionally perspicacious
to discover the motive behind such a publication. We all know
that it is human nature not to pay much attention to special
pleading. The way in which the public has learned about pro
fessional accountants and their activities is by observation of
what the accountants themselves have done—not by what the
accountant says he has done or would be glad to do.
Publicity for the
Profession

The profession is to be congratulated on
the fact that enough of its members have
distinguished themselves in many ways
to earn the esteem of the public for the whole group. As a whole,
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American accountants are regarded with respect by the business
community. Practitioners who bewail the inconspicuousness of
their profession cling to the mistaken belief that newsprint is the
only means of publicity. The truth is that the best publicity—
using that word in its proper sense—is public knowledge of work
well done. That sounds dreadfully trite, but sometimes the things
which everybody knows are overlooked. Those who clamor for
fame are apt to forget that anything more enduring than a tempo
rary notoriety must be founded on substantial accomplishment.
For example, the American Institute of Accountants has built up
an immense amount of goodwill for the profession by collaborating
with bankers, stock exchanges, departments of government, trade
associations and the like. This work has been going on for years
and it still continues. It is the best answer to the question,
“What can be done to educate the public?” State societies of
accountants also have adopted plans of a similar character and
the extension of the profession’s participation in public affairs
increases yearly. The quiet, effective work upon which publicity
may be founded will continue and will accomplish tremendous
good even if nothing be written about it; but something may be
done to supplement accomplishment by description of it. Here
is a demonstration of this theory:—The Institute has organized a
systematic procedure for the preparation of news items and the
“release,” as it is called, of publicity matter to the press. This
plan has been well received and a considerable amount of helpful
mention has appeared in the daily papers and in trade publica
tions. This is legitimate and constructive publicity and should
not be confused in any way with that kind of ballyhoo which
has nothing to say but says it any way. Someone said recently
that publicity could not be tacked on an organization like the
tail of a kite. This means that in order to be worth while pub
licity must be merely incidental, not the primary object itself.
Forced publicity is a shadow without substance.
In moments of open confession and utter
frankness, many accountants would be
compelled to admit that the old story of
the cobbler’s children ill shod has its analogue in the condition of
their offices. It is something of a jest among accountants that they
can systematize, organize and administer the office of anyone except
themselves, and it is an open secret that a good many accounting
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offices have been sadly neglected by those who were most inter
ested in them. Now there is a great improvement. Many
firms and individual practitioners have had an opportunity to
clean house which they lacked in busier days. Old customs
which have been handed down have been abandoned, and econ
omies which will no doubt make for better conduct of the profes
sion when activity shall have returned have been introduced.
This will make it possible for practitioners to keep better records
of their accounts receivable, and also accounts payable, and in a
good many cases will lead to a more profitable result than would
have been possible before the dead wood was cleared away. In
casting about for the good which every ill wind blows one may
find an improvement in the internal organization of accountants’
offices and that is a good of considerable magnitude. At a recent
meeting of the American Institute of Accountants there was
discussion on the internal organization of accounting offices.
It was probably to many of the members the most interesting
debate which had ever taken place on the floor of a convention.
They were all intimately concerned and when the tone of the
discussion had been pitched in a key of candor everybody seemed
to want to tell his troubles and admit his shortcomings. Prob
ably the discussion was helpful. At any rate it was closely fol
lowed and there have been repeated requests that the subject of
accounting office organization be revived. After the quietness
of the past year there should be many new ideas based upon the
experience of those who have been employing their time in
house cleaning. When our sadly errant prosperity returns to
bless there will be less time for domestic affairs.
The American Institute Publishing Co.,
successor to The Journal of Account
ancy, Incorporated, has opened a book
shop on the ground floor of the Institute building at 135-137
Cedar street, New York. One of the chief purposes of this new
venture is to meet a quite evident demand for a book-buying
service. Many of the members of the Institute and other persons
who are interested in accountancy live at a distance from cities
where most of the publishing houses have their head offices and
the purchase of books is sometimes delayed or rendered difficult
by uncertainty as to the names and addresses of publishers and
the prices of the books. There have been so many requests for a
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book-buying service that the publishing company believes that
it is meeting a real demand in inaugurating this new plan. The
book shop is open during the business hours of the day and orders
are executed promptly. Books are sold at the regular list price
and postage is paid by the publishing company, except in a few
special cases. One of the principal purposes of the book shop is,
of course, to stimulate interest in the Institute’s own publications
issued through the publishing company. The new venture has
been in operation for a few weeks and the results indicate that
it will succeed.
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